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Synopsis

Perspective—The Oil Market Outlook: Another Difficult
Year for OPECIHE > S

A The oil market outlook in 1985 indicates that downward pressure on oil prices
will continue, and another price reductioa is likely, possibly as< early as this

spring. - b . | . .

T3 OECD: Dealing With an Qil Price Drop [l 13

- '
Most OECD governmeats would pass on to consumers the benefits of further
declines in oil prices—boosting GNP growth and lowering inflation. Although
some governments would consider taxing away ‘an oil price decline to ease
budget deficits, they probably would wait to sec the size and permanence of a
price cut before acting.- L2

17 USSR: Problems Exporting Oil and Gas[JJilj &2

The Soviets have substantially reduced oi! and gas exports to some West and
East European customers. The USSR should be able to meet its gas expor:
commitments, but the the same may not be true for oil.- w3

"2l Nicaragua: Economic Valnerabilities [l 3

Bleak export prospects promise a worscning of Niqu'agua‘s scrious economic -
and financial problems. To step up military spending; the Sandinistas arc
reducing subsidics to local consumers and producers a~d further staliing -

international creduors.- Y

iii Tet

15 February 1985 bB




Perspective

International
Economic & Energy
Weekly - L’.;))

IS February 1985

The Oil Market Outlook: Another Difficult Year for orecill \»>

The oil market outlook in 1985 indicates that downward pressure on oil prices
will continue and another price reduction is likely, possibly as carly as this
spring. Non-Communist oil consumpuoa is expected to increase only marginal-
ly this year. At the same timé, non-OPEC oil production will agajn increase—
albeit at a decreasing rate. As a result demand for OPEC oil probably will at
. best bold rclatm:ly flat this ycar. ! >,

Thc recent OPEC agrecmcnt ou prices is gcncrally viewed as 1oo little too late.
Thc move reduced the average OPEC oil price by less than 50 cents per barrel,
not cnough to dampen increases in non-OPEC oil capacity or to spur demand.
Lower revenues will encourage some OPEC members to cheat on their
productlon quotas at the carliest possible moment. Put simply, the perception

. that the organization has lost control of the oil market remains widespread.

-2

OPEC's efforts to .zain the cooperation of non-OPEC producers, such as

Mexico, Egypt, Malaysia, and Brunei, have proved largcl_y' unsuccessful.
Indeed, Cairo and Mexico City apparently believe that OPE must
acoept the role of residual supplier.
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The market outlook for 1985 and the next few years indicates that OPEC
faces formidable challenges, even if the organization manages o avoid another
cut this year. OPEC has not formulated an effective strategy to: ’

« Equitably prorate its market sharc among members in a market where
reduced stock usage cxaggerates scasonal shifts in demand and pressures on
Saudi Arabia, OPEC's swing supplier. - '

e Decal with the uncertainty on production levels and revenue streams that has
resulted from the movement away from term contracts.

« Control prices on the growing volume of product exports.

« Accommodate Nigeria's nced—and pressure from other members—for a
higher, output level while also meeting likely Iraqi demands for a quota

_increase, perhaps [3ter this year. - L
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We:fleriz Eitr'opeAs‘ ‘
Crude oil Costs Rxsmg

Dcspltc a drop of $6 per barrel in world oil prices since March 1983, the dol-

r's approcxatton against West European currencics has more than offset

er prices, because crude oil costs are denominated in dollars. The continued
strenzth of the US dollar has contributed to & further delay in the long-
anticipated recovery in oil demand in Western Europe. Data indicate €urope-
an oil consumption rose only by 1 percent in the first three quarters of 1984, as
oompared with a S-percent increase in the United States. Increased cost,
however, is onc of scveral factors that continue to slow the recovery of oil de-
mand in Western Europe. Japan with its healthy economic recovery has seen
oil demand increase by 6 percent in the first thrée-quarters-of 1984 despite the
strength of the US dollar. [ b?)

Local Currency Crude Qil Cost Per Barrel

February 1983 30 January 1985 Pcrocat Change
. February 1983/
" o .30 Junuacy 1985

US dollars (Saudi benchmark) 34

Jgaped . o2
France(ranq) . AT
Wat Gmay(DM) ) ’ ’ . _32.5 o
laydi s
. Usid Kingdom(t) " m2
* - Netherlands (rullder) 910 ]
Sedatpeseta) T 4As” 49056 w2
Grocoe (drackma) Y 36204 73

West European (average)

3 . }ecé: .
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Bidding for South - .' ‘ Seoul is expected to sohczt tcndcrs for nuclear power plants 11 and 12 in the
.Korcan Nuclear Plants-  second half of 1985 but the bidding—originally scheduled for l982—could bc

by
b3

Mexu‘o Plcdgcs Mor

New austerity measures announced last week appear designed to gain IMF
Bcll-TlghtcnIng

approval for Mexico'’s 1985 economic program. The government disclosed it
will cut 1985 public spending by $465 million, sell or close 236 state
companics, and frecze hiring. In addition, Mexico City plans to rely more on
tariffs and reduce usc of licensing. The IMF, which has been negotiating with
the administration since November, is currently in Mexico City reviewing the
revised 1985 economic plan. In January the IMF rejected Mexico's package
for this year and asked for tougher steps on the budget and inflation. Although

et 4
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' Po;lugal Seeks
Jumbo Loan

Turkish Loan

- Difficulties

Debtor LDCs Improve
Reserve Positions

T

. H
we belicve these latest concessions will be sufficient for the IMF, we.do not ex-
pect Mexico (o fully implement them. Almost all of the 1985 budget will
probably be spent before the July elections, and the government will attempt to
keep its pledge to maintain real wages and employment. Morcover, unions arc

likely to fight closures of large statc-owned factorics. [N h3

Lisbon is asking international bankers to participate in a $500 million credit
'fac‘ili(y to help finance Portugal's current account deficit, which is expected to
each $1 billion for 1985. An arrangement worked out between Lisbon and the
lc@;manazcrs of the loan scts up a mixed facility: onc-half of the total credit
will be.a traditional syndicated loan for cight years at five—cighths percentage

" point over LIBOR; the other half will be a revolving credit at three-cighths

perceantage point over LIBOR. The deal probably requires participation in the
short-term facility if banks want 1o subscribe to the conventional syndicated
loan.*‘thc Portuguese chose this route to attract financing
for the cheaper revolving standby facility. The heavy oversubscription of fast
month's credit for the state-owned clectricity compdny-and the dramatic
improvement in Portugal's current account deficit during the last two years

suggest that Lisbon probably will not encounter difficultics obtaining suffi-
cient commitments. [l >

Turkey's attempt 10 arrange a new and innovative $500 million credit
continues to face difficulty. The credit requires the lead banks to underwrite
the successive issuance of short-term notes on the Euromarket over a seven-

‘year period. As of early February the syndication manager had lined up only

some $450 million. Problems began surfacing late last ycar when several banks
decided against participating. Thesc bankers pressured the Turkish Central
Bank to abandon the so-called hybrid scheme in favor of a traditional bank
syndication because Turkey's credit rating is far below that of others, such as
Sweden, that have success{ully used this type of facility. Turkey's Ceatral
Bank Governor, however, has predicted optimistically that the credit will be
completed by the end of February. Failure to finalize the deal could damage
Turkey's reputation in the international financial eommunity.-_ b 2

Global and Regioual Developments

Forcign exchange reserves of the top 20 LDC debtors rose 20 percent from
yearend 1983 levels, reaching almost $69 billion by thic end of third quarter
1984. The most impressive gains were registered by Brazil and Mexico—the
two largest LDC dcbtors. Argentine reserves grew to almost $2 billion but
were still below the 1982 level. Substantial declines were registered by the




Top 20 Debtor LDCs: Foreign Exchange Reserves ¢

Billioa US § Rescrve-to-Import Ratio
(moaths)
. 1981 1982 1983 1984
Total R €82 5163 SL16 €844 T
- Bragl . - - , 660 393 435 923 -1 o
. Mexico ' 407 083 - 391 101 95 i
Argeatine, 321 251 L1, ‘190 8S. B
Soath Korea 2.68 231 235 2.56 1 B .
Veacrucls . 816 658 164 869 12
Indoncsia ) ' S0l - 314 372 415 4
Eomt S e7r  olo  om oM 1 - —
Philippines 0 - 220 112 01 026 <
{adia - © i 470 431 4.94 S87  45—— — .

" Chile T 181 204 2237 8
" Malaysia 1 410 T 3.78 405 3s
Algeria - - b 30 242 188. 115 2
" Nigeria Sl 390 1.61 0.99 099 K
Peru - i 120 . 13§ 136 151 15
‘“Theiland L. L13 1.54 1.61 1.61 2
Colombia 1T 480 3.86 190 - . 0.77 2
Mococoo ; 023 0.2 0.11 0.10 <
2
s

Pakistan o 072 097 197 105

Taiwan | - ) ) 124 8.53 1186 13.52¢

: Sudan 0.02 0.02 0.02 002 *
« Tota! rescrves miaus gold; end of period. - ’

¢ Third quarter.

< Less than oac-half moath.

e A May 1984,

Philippines, Colombia, and Pakistan. The net increase was due largely to

improved sales in recovering developed-country markets. Most of the debtors
have held imports close to 1983 levels. For the group, reserve holdings equal
over four months of imports—a one-half month gain since 1983. -

-
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Tighter COCOM .  COCOM countries at their recent high-level meeting adopted several mea-
Coantrols - - sures to tighten strategic export controls. For the first time, they agreed to
: - sdme restrictions on sales of COCOM-controlled products to Cuba, although
qlémbcr countrics still will have wide discretion on eaforcement. The delegates
. ugmed to work more closely with other countrics to prevent diversion of
¥+« QOCOM items through their territories. They failed to resolve licensing
' questions involving China and formed an.ad hoc subcommittee to study the
problem. Exports to China now account for over 80 percent of COCOM
cases—up<from only I petcent five years ago. The mecting was less acrimoni-
ous than the last one, reflecting the growing consensus that more effective
multilateral control is necessary. Many COCOM eountrics probably already
impose restraints on sales to Cuba, although not in coordination with other
COCOM members. I \,> -

. No Agrecmenl The cocoa producing and consuming countries meeting in Geneva next week

Expected at are not likely to agrec'on a replacement for the International Cocoa
Cocoa Mecting - Agreement (ICCA) that expires in September. Consumers are proposing a

midpoint of $1 a pound within an as yct unagreed-upon target range, and
producers'want a $1.10 to 1.55 range. A less contentious issue will be cxport
restrictions to supplement the existing buffer-stock mechanism. Although most
producers favor export quotas, they might agree to some furm of the EC's
proposal to withdraw cocoa from the market when prices fall to near the ICCA
minimum. Cocoa prices are scveral cents below the current $1.10 per pound
ICCA minimum, and many producers belicve an cffective new pact will be
necessary to preveat further price declines. Even though consumption has
outpaced production in the last two scasons, most observers expect the
Wton surpluses this year will put more downward pressure on prices.

pD.
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W‘Na(ional De\rdog:)men

Devdoped Comitncs
; A sharp incmasc in Spamsh exports last year dramatlally improved lhc
7% L3 cuncnl\aocount balance and allowed Madrid to meet its GDP growth target.
2555, Mesdrid estimates real exports rosc 20 perceat in 1984, versus 7 percent in
1983. Export carnings rosc about $4 billion, helping swing the curreat account
- from & deficit of $2.5 billion in 1983 to a surplus of $2 billion—the government
7 target was a $50Q million deficits Export performance was also almost entirely
N raponsiblc for raising real GDP growth to 2.5 perceat, continuing the recovery
begun in-1983. We belicve the export boom stemmed mainly from 2 gain in
competitiveness after the 1982 devaluation, slumping domestic demand, and a
pickup of growth in major trading partners QUMMM xpect a slight
crosion of price competitivencss coupled with strengthening domestic demand
to slow real export growth to 4 to S percent this year. Another large current ac-
count surplus is anticipated, giving Madrid enough leeway to case monetary
policy and encourage investment growth. \v >

»
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La: Dmlopcd Countries

Bolivian General ' La Paz has devalued the peso by 80 percent and raised {ood, fucl, and

- Strike Threat transportation prices by an average of 400 percent. To blunt the effects of
T, these measures, workers have reccived a 330-percent pay hike. The country’s -

- largest labor confederation has denounced the adjustments and is considering
calling.an indcfinite general strike. Labor leaders almost certainly will culi for
the general strike in hopes of forcing President Siles to scale back austerity
measures. A strike would heighten military concern and provide radicals in the

. Alabor movement with new opportunities for provoking violence. The economic
g m.s arc likely to prove ephemeral, as financial concessions and repeated wage

oontmuc to fuel the country s hypennﬂatmn. bg

._g.e._;\.--

New Jamaican
Economic Reverses

o\
b2

_Cortlicts Over the Lcbanon’s rapldly dctcnoratmg cconomy |s bécoming a new focus of anti ov-
‘Lebanese Economy crnment actions that will add to the country's climate of violeace.

b\
b3

Meanwhile, “Islamic Jihad"—probably the radical Shia
Hizoallah—has claimed it bombed scveral Beirut banks two weecks agoto
protest against those profiting from the fall of the Lebanese pound. The rapid
_ fall of the pound in the last two months has caused prices 1o rise 30 to 40 per-
cent—as much as the increase for all of 1984. Militias continuc to siphon off
customs dutics, the governmeat's major source of revenue. The government
has aggravated the situation by appointing governors of the central bank who
have no financial experience. b—;)

R " Ethiopian Austerity Ethiopia this weck announced the imposition of a national drought-relicf tax,
.- Measures ~ equaling one month's pay for all workers. Chairman Mengistu on Saturday
" announced plans to cut imports—primarily of automobiles, luxury goods, and
textiles—and to imposc petroleum rationing. In addition, Mcngistu declared
w-o = - - thatall Ethloplans will be called on to serve tours at relief shelters and

\ . . ’ - I N
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;‘;'. Hungarlan Forint )

2, H Budapest plans to make the forint
o partially convertible during the 198 plan period, possibly as carly as 1986.

. Moving Toward
o Conwrllblluy

‘I;a:puq New Guinea
Clo.'s‘e{.Gold Mine

Personnel Changes

at China’s S&T
Commission

!5 Febeuary 1985

(.
hiet

rcsc(tlcmcnl camps. Govcrnmcm policics largely had protected the urban

** population from the faminc's effects. but the new austerity measuces and
- developing food shortages in the citics now will affect it adversely. Mengistu is

unlikely to extend these measures. particularly the tax and fuel rationing. to
the military, his primary power basc. _ 19 3.

The four-ycar-old, $1 billion Ok Tedi gold and copper project in western,
Papua New Guinea will close 28 February by government order. The
government. Was providing 20 percent of the project’s cost in order to gain the
transport faé litms and hydroclcctrxc system associated with the copper-mining
phase, For several months, the mining coasortium of US, Australian, and West

—Orernmr firms had been deaying charges that, because of falling copper prices,

it planned to abandon the project after stripping it of better-than-expected
gold ores. Workers who have threatened to destroy the mine if it is closed have
been pacified by the censortium’s profises to rencgotiate, but the government
has yet to show signs of rclenting. Port Moresby—generally fricadly to foreign
capital—undoubtedly intends the shutdown as a strong warniftg_that investors
will be expected to live up to original contract provisions. - b2

Commuanist

As a first step, this July the National Bank will begin future trading in (orints,
which will allow Hungarian trading companics to hedge against forcign
exchange rate fluctuations. In a later phase, Western exporters could take
payment cither in dollars or in forints. Such forint carnings will carry an

“exchange guarantee and earn favorable deposit rates at the National Bank.

Restrictions on' movements of capital, the hard currency allotment for tourists
traveling abroad, and Hungary's transactions within CEMA would not be
aﬂwwowcvcr. that Budapest would probably delay
these moves if US interest rates remain high and exchange markets stay

volatile. Although these measures could potentially reduce Hungary's need for
Western currencics, it would also make management of the country’s money

supply more ditﬁcult.- b3

China’s State Science and Technology Commission (SSTC) Minister, Song
Jian—who will lead the Chinese dclegation to the United States for the April
mectings on US-China S&T cooperation—has appointed four new vice
ministers, All are younger, weli-educated
men, with diverse backgrounds in industry as well as academic research. The
new appointments should strengthen SSTC ties to important segments of the
rescarch and development community, and facilitate reforms designed to make
rescarch more responsive to industry neceds. Beijing has been working on

__reform of the S&T system for several years. Song Jian's appointments indicate

10 . ) 2




. Crop_ in qus

_ ‘Record Rice -

that the minister, who took over the SSTC only last September, is moving
aggressively 10 surround himself with reform-minded personncl. A major
policy statement outlining changes in the management and {unding of
scientific research is expected at the end of Fcbruary.- b 3

38

(33 . DS .
Favorable v:cather and expanded acreage led to a 1.3-million-metric-ton
harvest last year,
roughly matching domestic needs. This figure cxceeds the 1983 ’
crop by 200,000 tons. Earlicr projections of a poor harvest had
spurred -an appeal for international food aid at midycar, resulting in contribu-
tions of roughly 20,000 tons of rice. The United States provided 5,000 tons.
Despite the record crop, distribution problems may still cause localized
shortages over the next few months,

e N
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OECD: Dealing With an b2 &

Oil Price Dropm.

;
f

Most OECD governments would pass on to con-
sumers the benefits of further declines in oil
prices—boosting GNP growth and lowering infla-
tion—but they would not take advantage of lower
inflation to stimulate their cconomics!

The Policy Response

Because the increased strength of the dollar largely
has offsct the decline in the price of oil since carly
1983 for OECD cconories other than the United
States, most governments would now welcome the
opportunity to pass on to consumers any decline in
the price of oil. Although some governments would
consider taxing away an oil price decline to case
budget deficits, they probably would wait to sce the
size and permancnce of a price cut before acting.
Although depreciation of the dollar would magnify
a drop in oil prices, the gains would be reversed if
the dollar strengthened again. Becausz of continu-
ing problems with inflation and budget deficits, we
believe that few, if any, OECD governments would

Fix

February 1983

b3 "
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respond to lower oil ﬁric&;bj adopting more ckban-
sionary policics, despite their desire to reduce un-
employment. il v ‘

# . - 14 -
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USSR: Problems Exporting
Oil and Gas bg

The Sovicts have substantially reduced oil and gas

exports to some West and East European custom-

crs, largely because an umlsually harsh winter in
the USSR has caused spot shortages of domestic
cncrgy. Later this year, the USSR should again be
able to mectitsges-export commitments. The same
may not be true for oil, however. The curreatly
depressed level of oil output and sharply reduced
stocks will make it difficult for the USSR to meet *
its domestic and East European oil commitments
while sustaining hard currency exports. Although
reactions have been muted, this supply crunch
could be cdusing concerns among some customers

- about the USSR's rcliability as an cnergy supplxcr
" during the winter.

b3

Recent Energy Export Difficulties

" In recent weeks, the Soviets notified several West

European customers that the USSR will not export
any crude oil or oil products to them during the

In addition to the suspension in oil exports, the
USSR this winter has reduced substantially natural
gas dcliverics to several West and East European
customers. Sovicet gas deliveries to Austna for

-example, were reduced by 40 percent last month.
Cutbacks of similar proportions affected customers

in at least two other countrics. Moreover, the
cutbacks appear to have lasted far longer than
normal during periods of peak dcmand in the

USSR |
b

17

Underlying Causes

The cutbacks have been caused or aggravated by
scveral factors:
» This yw s winter weather has been unusually
severe.
* Soviet oil production has fallen in recent months.
* There is little room for increased domestic con- -
sumption once oil and gas commitments to East-
e Eur ﬁ and hard currency customers arc

filled. b’g__ —

Normally, harsh winter weather at Soviet ports and

oil and gas ficlds makes it difficult for Moscow to

mect its cnergy export commitments without some “
intecruptions in supply. Poor planning, transporta- - o
tion problems, inadequate storage capacity, and

substantial scasonal increases in domestic demand .

are mostly to blame. The USSR attempts to fully

commit its oil and gas supplies, so imbalances

between supply and demand or impediments to

distribution—such as those caused by this winter’s

harsh weather—almost always cause shortages for

some cnd users, domestic or foreign. In the case of

o:l the shortages appear to bc getting worse each

<l L3 | -

Buyers’ Coucems

So far, the impact of the recent export cutofls on
affected countries has been marginal. Alternative
supplies of both oil and gas are still plentiful, even
though the market has firmed somewhat recently.

b3

How Sovict cancellations in cncrgy deliveries dur-
ing periods of harsh weather and peak domestic
demand are affecting the USSR’s reputation as a

NPT ~
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rcliable energy supplicr is unclear. Some West

European business concerns have complained in
recent months about dependence on the USSR for
encrgy supplics. Reactions in West European capi-
tals to the receat delays havc been limited, -

Bccausc of the soft oil market, West Europcan
- dependence on Soviet oil is not a crucial issue.

Nevertheless, Moscow is the largest singlé suppllcr '

-of fuel oil 10 Western Europe, and some OECD.

countries buy a large portion of thelr oil nceds from :

the USSR. Finland and l%and, for example, "
receive 95 pereent an srcent of their, oil needs,
respectively, from the USSR. Six other West Euro-
pean nations buy at least 15 percent of thcxr total

“ail 1mport.s from thc USSR - b3

In contrast to W&stcm Europc. the Comemunist

" countries are probably more concern 'd about the

- Soviet cutofl. All'of Moscow's East European
“allies, except for-Romania, depend on the USSR
for at least three-fourths of their oil supplies. Most

~ -of these countriés also reexport some Soviet oil to
. -earn hard currency. In Asia, the USSR is almost

+ the sole source of oil for the ccononfics of Vietnam,
‘Mongolia, Cambodia, and Afghanistan. In Latin

- * Amcrica, Cuba depends on Moscow for all of its oil

* over half of its oil. J b

‘Moscow has promised its East European allies that
it will not reduce oil exports to them through 1990
‘as long as they meet their export and other obliga-
tions to Moscow on time. We have some doubt,
however, that the USSR will live up to this com-

mi(meng. - b3

lmplications for Hird Currency Esmings

The suspensions of oil and gas deliveries will reduce
first-quarter hard currency earnings, but the out-

look for the year as a whole is less certain. In recent
years, Soviet shortfalls during the first quarter have
been offsct by greater deliveries later in the year. In
the past three vears, the USSR managed to export
record amounts to OECD countrics by the end of

. #( )
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the year. Most of the increases in 1982 were at the
cxpense of deliveries to Eastern Europe. In 1983
and 1984, however, the reexports of OPEC oil
accounted for much of the rebound. The USSR
receives oil from OPEC nations mostly in return for
arms deliveries. Savict imports of OPEC oil have
increased from about 80,000 b/d in 1981 to about

% 220,000.b/d in 1983: By third quarter 1984, thesc

imports had increased again, to roughly 250,000 to

-270,000 b/d. b3>\

'Eammzs from sales of od and gas provide the

USSR witlrafimost 68 perceat of its total hard

“currency receipts from merchandise exports (in-

cluding arms sales). Oil sales make up about S0
percent—carning about $15.6 billion-in 1983 and
probably more than $15 billion again last year.
This year, however, the USSR will have to over-
come some unfavorable trends if it is to maintain
the value'of its oil exports to the West without
disrupting deliveries to its socialist partners:
« Exports are off to a very slow start during the
first quarter.-

« Qil prices may continue to slide somcwhat in -

1985. : .
* Soviet oxl production could well decline again this
year in the wake of the roughly 65,000-b/d drop

in1934. 1 L3

Soviet recxports of OPEC oil will help sustain
carnings from oil sales, but they do not represent a
net improvement to the USSR's overall hard cur-

rency position. Resale of this oil represeats an extra

step required of the Soviets to translate its arms

deliveries iato hard currency. - b 3

AT

Gas sales carned the USSR about $3.3 billion in
1983, and probably close to the same amount last
year. Coatract deliveries to Western Europe are
scheduled to increase slightly in 1985. The Soviets
should have no trouble mecting these commit-
ments, given their considerable success in increas-
ing gas output in recent years. These sales should
carn them about $3.3-3.5 billion this ycar.-

—b%
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. the revenues from this yeai's presold agricultural . derailed productive investment.

diversify trade and to try to securc more financial

my;._- b3 o

) Dtsuul Economic Sttm(ion

Nicaragua: Economic
Vulnerabilities Il H>

Bleak export prospects promise a worsenirig of At the same time, government mismanagemént and
Nicaragua’s scrious economic and financial prob- harassment of the private sector has gutted busi-
lems. Managua is vurtually brokc. has already spent  ness confidence, led to stéep business losses, and

exports, and is likely to fail to make numerous ' puaitive exchange
promised deliveries TV rhaintain government im-  and price policics arc anivi incssmen to black

ports and step up military spending, the Sandinistas  markets and smuggling to avoid bankruplcy.- , %)

are reducing subsidies to local consumers and

producers and further stalling international credi- ' Huge budget deficits and growmg shoriages have

tors. As a result, we expect the cconomic situation  seat consumer price inflation soaring toward triple-

to deteriorate as consumer good shortages worsen  digit levels. The publi¢:deficit jumped from 21

and more produccrs face bankruptcy - bg percent of GDP in 1983 to 25 percent in 1984. At
the same time, inflation more than doubled to 60

The Sandmlstas fear they may ‘be faood with - percent in 1984. Unemployment, currently estimat-

economic sanctions and already havc begun to ed at 30 percent, is rising.

b>
Public services have deteriorated, and, _
govcmmcnt-provndod water, elec-

support. Although US sanctions probably would
result in foreign exchange losses of about.$25

miilion—which Managua could withstand—the in- tricit and telephones function only sporadically.
_direct costs probably would be substantxal ‘Even if m scvere shortages of such

there are no sanctions, increased Communist sup- basics as milk, rice, beans, toilet paper, soap, and
port would be needed to bolster the troubled econo- light bulbs b’))

Governatent Initiatives

o = i -Recent measures to ratlon forcign exchange and
Exports arein senous trouble. Earmngs l’ rom coffec  cut the budget deficit will put further economic and
and cotton—Nicaragua's largest exports—are like-  financial pressure on"consumers and businessmen:
ly to be as much as 50 percent below the Sandinis- '

ta's target this year. Insurgents have hit govern- « On 4 Fcbruary Managua more than doubled
ment plantations hard, and coffee beans and cotton prices on many consumer goods in an attempt to
on private plots are rotting because of inadequate’ get staples back into official channels. The 50-
government prices and critical labor shortages. " peroent wage hike given at the same time—the .
Private growers report that chronic fertilizer and first adjustment in two years—will only partially
pesticide shortages and equipment problems are restore purchasing power.

also hampering agricultural output.

* On 8 February Managua announced a new scrics

. of exchange rates, cficctively devaluing the cor-
doba by half. Revised rates will further undercut

21 - <t b?)
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private-sector access to imported consumer and

producer goods. Under the system, exchange

rates will range from 20 cordobas to the dollar for

essential imports to 50 cordobas to the dollar for
most nongovernment purcham )

* To finance increased defense spending, Managua
has also announced a frecze on govcmmcnt cm-
ploymcnt and educatior speading; and a reduc-
tion in consumer. subs:dlﬁ ovemmcnt invest-

. ment, and social programs

K Stalling djéldi(ors -

International Economic Leverage

Managua recognizes its economic vulnerabilitics
and has made an effort to diversify its markets and
scarch for additional financial support. Its concerns
probably have been heightened by the insurgents’
calls for US trade sanctions on Managua. Sanc-
tions by the United States alone, however—we
doubt broad support from other Western nations—
probably would lead to foreign exc! ¢ losses
equal to less than | percent of GDP. Trade with the
United States has already fallen sharply from pre-
revolution levels. Nicaragua's US sugar quota has
been lifted; the United States has never imported
much Nicaraguan cotton; and coffce sales have
been shifted to Western Europe and CEMA coun-

" tries o>

23

We estimate Nicaragua would need a 10-percent
increase in Communist financial support to com-
pensate for export losses from unilateral trade

sanctions. The Soviets, however, already have dem-
onstrated their willingness to assist the Sandinistas
further by offering increased oil financing. Nicara-

* gua also probably would be able partially to cvade

US sanctions through third party front operations

- by relying on Cuban expericence. - b

The impact of unilatcral US sanctions on imports
probably would be harder for Managua to over-
come. The $112 million in critical intermediate
goods, spare parts, and machinery imported from
the United States in 1984 would be difficult to
replace in the medium term. A unilateral cutoff -
would, at least temporarily, add to consumer short-
ages and idle US-made equipment. .b%
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Thc mdnroct ooats of sancuons—furthcr s(rams on

. an alrcady shallow managerial pool—probably

‘would bc substanual Sandinista managers would
have to assess the impact of export and import

“cutbacks, locate alternative markcts sct new sales

“terms and shipping arrangements, coordinate deliv-
-ery data. and line up new financing and import
prioritics; Moreovcr. sanctions would intensify the.

.Sandinistas’ sxcgc mentality . and probably would

‘cause the regime to shift rqburca to defe
' >

-?countcr 2 pcmcxved US invas lon threa
. SO N

Evcn 1( there are no sanctions, the Sandinistas will
need increased Communist support to shore up the
cconomy. It is uncertain, however, whether Soviet ¢
support would ever be sufficient to assure the

steady growth of the Nicaraguan economy. b 3

D -
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